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AN ACT concerning insurance.

Be ‘it enacted by the People of the State of lilinois,

represented in the General Assembiy:

Section 5. The Illinois Insurance Code is amended by
changing Secticens 107.06a, 107.07, 107.15, 179a-5, 179A—10,

179A-15, 179A-20, 17%A-25, 179A-30, and 179A-35 as follows:

(215 ILCS 5/107.06a) (from Ch, 73, par. 719.06a)

Sec. 107.06a. Organization under TIllincis Insurance
Code.

(a) After December 31, 1997, a syndicate or 1limited
syndicate, except for a limited syndicate formed as a

partnership or a special purpose limited syndicate, may only

be crganized pursuant to Sections 7, 8, 10, 11, 12, 14, 14.1
{other than subsection {(d) thereof), 15 (other than
subsection (d) théreof), 18, 19, 20, 21, 22, 23, 25, 27.1,
28, 28.%., 28.2, 29, 30, 31, 32, 32.1, 33, and 35.1 and
Article X of this Code, to carry on the business of a
syndicate, or limited syndicate under Article V-1/2 of this
Code; provided that such syndicate or limited syndicate is

admitted to the Exchange.

(b} After December 31, 1997, syndicates and limited.

syndicates are subject to the following:

(1) Articles I, IIA, VIII, VIII 1/2, X, XI, XI 1/2,
XII, XII 1/2, XIII, XIII 1/2, XXIV, XXV (Sections 408 and
412 only), and XXVIII (except for Sections 445, 445.1,
445.2, 445.3, 445.4, and 445.5) of this Code;

(2) Subsections (2) and (3) of Section 155.04 and
gections 13, 132.1 +through 140, 141la, - 144, 155.01,
155.03, 378, 379.1, 393.1, 395, ané 396 of this Code;

{31) the Reinsurance Intermediary Act: and

{(4) the Producer Contreclled Insurer Act.

53

57

S8

61
62
63

66

68

72

73
15
76

78

8¢

81

a3
84
86
89

90

92

94

96
98



8B865 Enrolled —2- LRDS201055J5pch

10
11
12
13
14
15
16
17
18
19
20
2L
22

23

24
25
26
27

28

29

30

3L

(c) No other provision of this Insurance Code shall be
applicable to any such syndicate or limited syndicate except
as provided in this Article V-1/2.

{Source: P.A. 90-499, eff. B-19-97; 90-794, eff. 8-14-98;

91-278, eff. 7-23-99.)

(215 ILCS 5/107.07) (from Ch. 73, par. 719.07)
Sec. 107.07. Admission. Capitalization:
Syndicate - at least $2,000,000.

Subscriber - at least $30,000.

Special Purpose Limited Syndicate - at least $5.000.

Fees: (a) Exchange brokers. An annual fee shall be paid
to the Exchange by any person who presents risks to the
Exchange. The annual fee established by the Exchange shall
not exceed $5,000.

(b) The Exchange may establish annual fees for the
admission of syndicates, limited syndicates, and subscribers.

Standards: The Exchange may establish additicnal
standards for the admission of subscribers and Exchange
brokers.

Assessments: The Exchange may make assessments of
subscribers or syndicates fcr the expenses of operating the
Exchange.

(Source: P.A. 90-499, eff. 1-1-98.)

(215 ILCS 5/107.15) {(from Ch. 73, par. 719.15)

Sec. 107.15. Definitions. Persons: B persen 1is an

individual, partnership, association, corporation or limited

partnership.

Syndicate: A syndicate 1is a subscriber, group of
subscribers, limited syndicate or group of limited syndicates
which meets the minimum capital requirement of Section
107.07. .

Limited Syndicate: A limited syndicate is a corporation
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or partnership formed by subscribers for the purpese of
joining with oyndicateco, other gubsecribers, or limited
syndicates to form syndicates or to  participate with

syndicates in the insurance or reinsurance of rigks.

Subscriber: A subscriber is a person who has made a

deposit of money pursuant to Section 107.07 permitting that
person to participate as a subscriber in a syndicate or
limited syndicate. .

Special Purpose Limited Syndicate: A special purpose

limited syndicate 1is any entity formed for the purposes of

participation in the securitization of reinsurance risks in

accordance with rules adopted pursuant to Section 107.15h.

Exchange Broker: A person licensed as an insurance broker
in the State of Illinois or as a reinsurance intermediary who
is admitted to the Exchange to present applications for
insurance.

Present Applications for Insurance: Means to make an
application to a syndicate for an insurance policy.

Reinsurance: Means reinsuring insurance.

Minimum Subscfiption: The subscription capital required
for admission as a subscriber to the Exchange. Subscribers
shall at all times maintain the minimum capitalization
required by this Article.

{Source: P.A. 89-206, eff. 7-21-95.)

(215 ILCS 5/179A-5)
Sec. 179a-5. Purpose. This Article is adopted to

provide a basis for the creation of protected cells by a

domestic insurer as one means of accessing alternative

sources of capital and achieving the benefits of insurance

securitization. Investors in fully funded insurance

securitization transactions provide funds that are available

to pay the insurer's insurance obligations or to repay the

investors or both. The creation of protected cells is
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intended to be a means to achieve more efficiencies in

conducting insurance securitizations. Insurance

securiéézation~has*been—deveioped-as~“a~umeana—-cf—-accessing
atternative-—seurces-—of-capitai-and-diversifying-ecredit—risk
in-order—te—enhance—an—insurance-cempanyls——abitity--to—-both
azsume—risk-and-stabiiize-—pnderwriting—resuitas

Under the terms of the typical debt instrument underlying
an insurance securitization transaction, prepaid principal is
repaid to the invgstor on a specified maturity date with
interest, unless a ‘trigger event ocCcurs. The 1nsurgnce

securitization proceeds secure hoth the protected cell

company's insurance obligatlions proceeds———of———the-——debt

ingteument-~-—beth--—cottaterakize-~—the-—insurance——cempany's
obligakions-under-—apeeified--contracts-——ef-—insurance 1f a

trigger event occurs, as well as the protected cell insuranee

company's obligatian to repay the insurance securitization

investors debt-instrument if a trigger event does not occur.

Praditttonattys Insurance securitization transactions have
been performed through alien companies in order to utilize
efficiencies -available to alien companies that are not

currently available to domestic companies. This Article is

adopted in order to create more efficiency in conducting

insurance securitization, to allow domestic companies easier
access to alternative sources of capital, and to promote
the benefits of insurance securitization generally.

(Source: P.A., 91-278, eff. 7-23-99.)

(215 ILCS 5/1792-10)
Sec. 179A-10. Definitions.
"Domestic company" means an insurance company domiciled

in the State of Illinois.

"Fully fundeg" means that, with respect to any exposure

attributed to a protected c¢ell, the market wvalue of the

protected cell assets, on the date on which the insurance
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securitization is effected, equals or exceeds the maximum

possible exposure attributable ko the protected cell wikh

respect to those eprsures.

"General account" means the assets and liabilitieas of a
protected cell company other than protected cell assets and
protaected cell liabilities.

 "Indemnity trigger" means a transaction term by im which
relief of the issuer's obligation to repay investors is
triggered by its incdrring suffering a specified level of
losses under its. peticies—-—ef insurance or reinsurance
contracts.

Linsuranes—securitizationi-means——the-—-entering-——inte-—of
debt——instrumenta-——aupperted--in—-fuitt-—by-~cash——er——readity
marketable——securities——with-—inveaters-by-a-demestiec—-company
where——repaymeﬂt¥~of——principai——or-—interestT——or——bothT——to
investers—pursuank—to-the-~transaction—-terms——is——contingent
upen—the—occufrence-or—nonoccurrence—of-an—event—with—respect
to-—which-—the——demestic--company-—-+az——expesed—-—to-toss-under
potietes-or-contrackta-of--inaurance——or——reinsurance~—it--has
ifsaueds

"Market wvalue" has the meaning given that term in Article
VIII of this Cede (Investments:of Domestic Companies).

"Non—-indemnity trigger” means a ktransackion term by which

relief of the issuer's obligation to repay investors is

triggered golely by some event or conditicen other than the

individual protected cell company incurring a specified level

of losses under its insnrance or reinsurance contracts.

"protected cell" means an identified pool of assets and
liabilities of a domestic company segregated and insulated by
means of this Article from the remainder of the company's
assets and liabilities.

"Protected cell account" means a specificalily identified
bank or custodial account established by a protected cell

company for the purpose of tegaiiy segregating the protacted
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cell assets of one protected cell from the protected cell
assets of other protected cells and from the assets of the
protected cell company's general account.

"Protected cell assets” means all assets, contract

rights, and general intangibles identified with and

attributable to a specific protected cell of a protected cell
company7——ineinding~-assets—-phystcarty-——segregated-——in-——-a
protected-ceii-account.

"Protected cell cdmpanv" means a domestic company that

has one or more protected cells.

"Protected cell company insurance securitization" means

the issuance of debt insbrumenkts, the proceeds from which

support the exposures attributed to the protected cell, by a

protected cell company where repayment of principal or

interest, or both, to investors pursuant to the transaction

terms is contingent upon the ocecurrence or nonoccurrence  of

an event with respect to which the protected cell company is

exposed to loss under insurance or reinsurance contracts it

has issued.
"Protected cell 1liabilities" means all liabilities and

other obligations identified with and attributable to a

specific protected . cell of a protected cell company.
Protected-ceti-tiabilities—ineinde——tiabilities--represencing
the——insurance——ebiigations—-of-the-protected-celi-as-weli-as
ebligattons~~of-~-the——protected-—ceti--arising——ont——of-—-any
insurance-securitization—transactions-of-the-protected-cedis
LProtected-—ceii--eompanyi-meana-a-domestic—company—which
has—-one—-er-mere-preotected-celiss

(Source: P.A. 91-278, eff, 7-23-99.)

(215 ILCS 5/179A-15)
Sec. 179A-15. Establishment of protected cells.
(a) A domestic company may, with the pricr written

approval by the Director of a plan of operation submitted by
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the domestic company with respect to each protected cell,

eatablish onc or more protected cells in connection with an

insurance securitization. Upon the written approval by the

Director of the plan of operation, which shall include, but
not be limited to, the specific business and investment
guidelines ebieetivea of the protected cell, the protected
cell company may, in accordance with the approved plan of
cperation, attribute to the protected cell amounta-both
refleecttve~of insurance obligations with respect to its

insurance business and cbligations relating to the insurance

securitization and assets to fund those obligations. A

protected cell shall have its own distinct name or
designation, which shall include the words “protected cell”.

The protected cell company shall transfer all assets

attributable to a protected cell to one or more separately
established and identified protected cell accounts bearing
the name or designation of that protected cell. Protected
cell assets shall be held in the protected cell accounts E£or
the purpose of satisfying the obligations of that protected
cell.

{(b) Aall saieST—;—Exchanges7--—tranaferaT———or———-othcr
attributions of assets and liabilities between a protected
cell and the general account shall be in accordance with the
plan of operation approved by the Director. er—shaki-be
etherywiga——appraved-—hy—-—+ha-—Birectarc———-Bntess———otherwise
approved-—by-tﬁe—Birector7—no—sa£eT—exchangethransEerT—cr No
other attribution of assets or liabilities may be made by a

protected cell company between the protected cell company's

general account and ene--or--mere--of its protected cells.
untessr——in-—the-—ease—of-an—atbribution-to-a-protected-ecetis
the-abttriburion-is—made-—solely--to-——eastablish--the--protected
ee&i-—erT—én—the—case—of—an—attribution—frem—aﬂprotecteéfceii
to-the-companyla-generat-acesunkr——the-—attribution——ia--made

soiely-—to——suppert——the-companyls-insurance—ebiigations-that
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are-the-subject-of-the-business-eof-the-protected——eeii-~~-Any
satey-—-exchanger—tranafery-or—ether Any attribution of assets
and liabilities between the general account and a protected
cell o¢r from investors 'in the form of principal on a debt
instrument issued by a protected cell company shall be in
cash or in readily marketable securities with est;blished
market values wuniess——ectherwise-——-approved--in—-advanece--in
writing-by-the-Birector.

{c) The creation of a protected cell does not create, in
respect of that protected cell, a legal person separacte from

the protected cell company. Amounts attributed to a protected

cell under this Article, including assets transferred to a

protected cell account, are owned by the protected cell

company and the protected cell company may not be, nor heold

itself out to be, a trustee with respect to those protected
cell asseta of that protected ecell account. Notwithstanding
the foregoing, the company may allow for a security interest
to attach to protected cell assets or a protected cell
account when in faver of a creditor of the protected cell and
otherwise allowed under applicable law.

{d) This Article shall not be construed to prohibit the

protected cell company from contracting with or arranging for

an investment advisor, commodity trading advisor, or other
thiré party to manage the protected cell assets ‘of a
protected cell, provided that all remuneration, expenses, and
other compensation of the third party advisor or manager ‘are
payable from the protected cell assets of that protected cell

and not from the protected cell assets of other protected

cells or the assets of the protected cell company's general

account.

(e} A domeatic-company-that-is-a protécted cell company
shall establish sueh administrative and accounting procedures
as—are necessary to preoperly identify the one oOr more

protected cells of the protected cell company and the
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protected cell , assets and protected cell liabilities

attributable to the protected cells +sharate, It shall be the

duty of the directors of a protected cell company toj

(1)++y keep pratected cell assets and protected
cell liabilities separate and separately identifiable
from the assets and liabilities of the protected cell
company's general account; and

(2)t++} keep oprotected cell assets and protected
cell Iliabilities attributable +to one protected cell
separate and separately identifiable from protected cell
assets and protected cell liabilities attributable to
other protected cells.

I£f this Section is viclated Notwithstanding---the

feregoing, the remedy of tracing shall be applicable to

_protected cell assets when commingled with protected cell

assets of other protected cells or the assets of the

protected cell company's general account. The remedy of

tracing shall not be construed as an exclusive remedy.

(£} The protected cell Bniess-—otherwise-approved-by—-the

Birectory——the company shall, when estabiishing a protected
cell, attribube to the protected cell assets with & value at
least equal to the reserves and other insurance liabilities
attributed teo that protected cell,

(Source: P.A. 91-278, eff. 7-23-99.)

{215 ILCS 5/179A-20)

Sec. 179A-20. Use and operation of protected cells.

(2) Thg protected cell assets of any protected cell may
not be charged with 1liabilities arising out of any other

business the protected cell company may conduct. All

contracts or other documentation reflecting protected cell

liabilities the-obligations———of-—-a--protected--ceti--to——the
generat——asccount shall clearly indicate that only the-assets

of the protected cell assets are awvailable for the
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satisfaction of those ebligakions——of-—the protected cell

liabilities.

{({b) The income, gains, and losses, realized or
unrealized, from protected cell assets and pfotected cell
liabilities must be credited to or charged against the
protected eell without regard- to other income, gains, or

losses of the protected cell company, including income,

gains, or losses of other protected cells. Amounts
attributed to a protected cell and accumulations thereon may

be invested and reinvested without regard to any requirements

‘or limitations of Article VIII of this Code (Investments of

pomestic Companies), and the inveslments in a protected cell
or cells may not be taken into account in applying the
investment Limitations otherwise applicable to the

investments of the protected cell company.

{e) Unless——atherwiane--appraved-—-by-the-Birectors Assets
attributed to a protected cell must be valued at their
market wvalue on the date of valuation, or if there is no
readiiy available market, then as provided in the contract or
the rules or other written documentation applicable to the
protected cell.

(d) A protected cell company shall, in respect of any of
its  protected cells, engage in Fully funded
indemnity-triggered insurance securitization +to support in
full the protected cell exposures *+abitities attributable to

that protected cell. A protected cell company 2=n insurance

securitization that is not indemnity-triggered may gualify as

an insurance securitization under the terms. of this Article

only after the Director adopts rules addressing the methods

of:{i} funding of the portion of the risk that is not

indemnity based, (ii) accounting, and disclegure, -(1ii)

risk-based capital treatment, and (iv) assessing risk

associated with such securitizations ard-dees—not—support-in

futi-the-protected-ceii-obligations-of-a-protected-ceti-shatt
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be—prohibéted—absent—apecific-pcrmisséon-by-the——Bérector*—in
zogordance——with——the—authority-granted-under—Sectiton-1754-48
and-the-quidance-of-the-—-Nationat-—-Assoeciation——of-—EInsurance
Commisgsienersy——as—-—aueh-guidanee—ia——deveteoped. A protected

cell company An insurance securitization transsetien that Iis

not fully funded, whether indemnity triggerad or
non-indemnity triggered indemntby—friggered-———or———-not
indemnity-triggered, is prohibited. Protected cell assets

may be used to A-protected-eeri-may pay interest or other

consideration on any outstanding debt or other obligation
attributable to that protected c¢ell, and nothing in this

subsection - shall be construed or interpreted to prevent a

" protected cell company from entering into a swap agreement or

other transaction for the account of the protected cell that

has the effect of guaranteeing such interest or other
consideration.
{e) In all eceses--in--which--a protected cell company

engages—in-an insurance gecuritizations seecuritizatien, the

contracts or other documentation f£inanerat--instrument

effecting such  transaction shall contain provisions
identifying the protected cell te which the transaction will

be attributed. In addition, the contracts or other

documentation f£inanciat-—fnstrument shall c¢learly disclose
that the assets of that protected cell, and only those
aggete, are available to pay the obligations of that
protected cell. Notwithstanding the foregoing, and subject to
rhe provisions of this Article and any other applicable law

or rtule, the Ffailure to include such language in the

contracts or other documentation fimaneia:——instrument shall
not be used as the sole basis by crediters, reinsurers, or
other claimants to circumvent the provisions of this Article.

(f) A protected c¢ell company may attribute to a

protected cell account only the insurance obligations

relating to the protected cell company's general account. A
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protected cell may not issue insurance or reinsurange

contracts directly to policvholders or reinsureds or have any

obligation to the policyholders or reinsureds of the

protected cell company's general account.

(g)tf+ At the cessation of business of a protected cell,
the protected cell company shall voluntarily close out winé
up the protected cell agccount in accordance with a plan
approved by the Director.

{Source: P.A. 91-278, eff. 7-23-99,)

(215 ILCS 5/179A-25)
Sec. 179aA-25. Reach of creditors and other claimants.

{a) Protected cell assets are shati-oniy-be available

only to the creditors of the protected cell company who are
creditors in respect of that protécted cell and shat*-thereby
be entitled, in conformity with the provisions of this
Article, to have recourse to the protected cell assets

attributable to that protected cell.7 Protected cell assets

and shall be absolutely protected from the creditors of the

protected cell company who are not creditors in réspect ol

thaﬁ protected cell and who, accordingly, are shaii not be
entitled +to have recourse to the protected cell assets
attributable to that protected cell. <Creditors with respect
to ef A protected cell shall not be entitled to have

recourse against the protected cell assets of other protected

cells or the assets of the protected cell company's general

account.

Protected cell assets are available only to creditors of

a protected cell company after all protected cell liabilities

have been extinguished or otherwise provided for in

accordance with the plan of . cperation relating to that

protected cell.

{b) When an obligation of a protected cell company to a

person arises from a transaction, or ls otherwise imposed, in
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respect of a protected cell:

(1) that obligation of the protected cell company

shall extend only to the protected cell assets
attributable to that protected c¢ell, and the person
shall, in respect of that obligation, be entitled to haQe
recourse only to the protected cell assets attributable
to that protected cell; and

(2) that obligation of the protected cell company

shall not extend to the protected c¢ell assets of any
other protected cell or the assets of the company's
general account, and that perscn shall not, in respect of
that obligation, be entitled to have recourse to the
protected cell assets of any other protected cell or the
assets of the company's general account.
{c}) When an obligation of a protected cell company
relates solely to the general account, the obligation of the

protected cell company shall extend only to, and that

creditor shall, in respect of that obligaticn, be entitled to

have recourse only to, the assets of the protected cell

‘company's general account.

{d} A-protected-ceill-shall-only-be-authoerized-to——assume
an--insurance——obiigation-directiy-from-the-companyls-generat
seenunbr—and-under—no-ciroumabancas—~ahatria-pravrected-csati-ha
aethorized-to-issne-——insurance——or--reinsurance—-—potictea——or
sontracta-directiv-ta-patieyhotders-or-reinsureda-or—have-any
ebtteation-~to-—the-—potievhotders--of——the-companyta—general
aseounts The activities, assets, and obligations relating to
of a protected cell are‘ not subject to the provisions of
Article XXXIITI1/2 (Illinois Life and Health Guaranty
Asscciation Law) or Article XXXIV (Illinois Insurance

Guaranty Fund), and neither a protected cell nor a protected

cell company protected--esiis shall not be assessed by or
otherwise be required to contribute to any gquaranty fund or

guaranty association in this State with respect to the
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activities, assets, or obligations of a protected cell.

Nothing in this subsection shall affect the activities or
obligations of a ﬁompany's general account,

{e} In no event shall the establishment of one or more
protected cells alone constitute or be deemed to be a

fraudulent conveyance, an intent by the protected cell

company to defraud creditors, or the carrying out of business

by the protected cell company £for any other £fraudulent

purpose.

(source: P.A. 21-278, eff. 7-23-99.)

(215 ILC3 53/179A-20)

Sec. 179A-30. Rehabilitaticn and ligquidation of
protected cell companies.

(a) Notwithstanding any contrary provision in this Code,
the rules promulgated under this CQde. ar any other
applicable 1law or rule, upon any order of rehabilitation,
conservation, or liquidation of a-domestic-company-that-is a

protected cell company, the receiver shall be bound to deal

with the protegted cell company's aésets and 1liabilities,
including protected. cell assets and protected cell
liabilities, in accordance with the requirements set forth in
this Article.

{b) With respect to amounts recoverable under a

protected cell company any insurance securitization entered

inte-or-outstanding—in-any-pretected-ceti-of-a-protected-cetd
company, the amount recoverable by the receiver shall not be
reduced or diminished as a result of the entry of an order of
rehabilitation, conservation, or ligquidation with respect to
the protected cell company notwithstanding any provisicns to

the contrary in the contracts or other documentation

£inanciat—instryment governing the protected cell company

siaech insurance securitization,

{Source: P.A., 91-278, eff. 7-23-99.)
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(215 ILCS 5/179A-39)
Sec. 179A~35. No transaction of an insurance business,

A protected cell insurance securitization shall not Ne

insurance—securitizationeffected——under-——the——provisions——of

ehis———Articte-~—shatt be deemed to be an insurance or

reingurance ceontract. An peliey-er-eentrack-efi~insuranee—and

re investor in a protected cell company insurance

securitization eramsackiton shall not, by sole means of such

investment, be deemed to be transacting an insurance business

in this State. The underwriters or selling agents [and their

partners, directors, officers, members, managers, emplovyees,

agents, representatives, and advisors) involved in a

protected cell company insurance gsecuritization shall not be

deemed to be conducting an insurance or reinsurance agency,

brokerage, intermediary, advisory, or consulting business_ by

virtue of their activities in connection therewith required
to-be-~ticensed-as—-an——insnrance——company——in——the--State~—of
Itiinots.

{Source: P.A. 91-278, eff. 7-23-99.)

Section 99. Effective date. This Act takes effect upon

becoming law.
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